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Mr. Bleiweis, have you reviewed the Pre-filed Rebuttal Testimony of

Steven M. Lubertozzi on Behalf of Applicant?

Yes, I have.

Do you have any comments on this Rebuttal that you wish to present

to the Commission?

Yes, I do.

Please present your comments on some of Mr. Lubertozzi's

criticisms.

First, on page 3 of his rebuttal, Mr. Lubertozzi suggests that in my Direct

Testimony I made "an out-of-context quote from an outdated edition of that

same treatise [the Phillips text]." I disagree that the quote on page 6 of my

Direct Testimony was taken out-of-context. At that point in my testimony, I

was discussing the basis for determining a revenue requirement. The

quote I utilized directly referred to that basis.

Second, the fact that I utilized an older text is not relevant to this or any

other proceeding. What is important is that both versions contained the

same text.

Third, Mr. Lubertozzi states his belief at page 3 that I am arguing "that the

Commission should abandon its traditional test year methodology..." At

no point in my testimony do I ever use the word "abandon," esp,ecially in
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reference to a test year methodology. I am merely suggesting to the

Commissionthat it consideranotherstrategyfor determiningwhether test

year data should be acceptedfor ratemakingpurposesa methodology,I

mightadd, that is used in manyotherjurisdictionsas a standardpractice.

Fourth,the three-yearhistoricalperiodthat I am recommendingbe utilized

is not "arbitrary"(page3). It is baseduponmy informedjudgment of over

twenty years of utility regulatoryexperienceand practice. I chose a three-

year period, rather than, say, a five-yearperiod, because that data holds

some relevancy to the current period. The older the data, the less

relevancy it mighthave to the currenttest year period. It also may not be

as representative of future periods. My choice was far from being

arbitrary.

Fifth, Mr. Lubertozziis incorrectin stating that the quote on page 5 of my

testimony is a "paraphrase." Rather, as I cite, it is a direct quote from

page 10 of CommissionOrderNo.2001-887.

Sixth, Mr. Lubertozzi(and perhaps)Mr. Phillipsare entirely incorrectthat

"known changes...are only changes during and after the test year, and

not prior to the test year." (Emphasis added) As I have stated above, it is

common regulatory practice to look to the past to determine if test year

data is "normal," and representative of future periods. It is exactly the

point of my testimony to show that test year data may not be normal, and

representative of future periods.
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Seventh, it is certainly not inconsistent for me to state that the test year

data is stale and then to use prior years' data in order to make

adjustments. Mr. Lubertozzi does not understand the efficacy of using the

most current data available in order to determine rates. Even if calendar

year 2001 data were utilized in a present proceeding, it would still be

proper to look at past data to determine if the company's proposed rates

are just and reasonable. Also, it is not necessary that just calendar year

data be utilized as a test year. I have participated in many proceedings

with utilities that had a calendar year fiscal year but used some other

twelve-month period for ratemaking purposes.

Eighth, there is no "fallacy" in my approach of examining only increases in

expenses over a three-year period. As an advocate, my job is to point out

to the Commission why I believe test year expenses are not

representative of expenses that may occur in the future. If Mr. Lubertozzi

does not agree with this approach, then he could have offered an

alternative in his rebuttal, such as a listing of expenses that have

decreased, but he chose not to do so.

Ninth, the ultimate fallacy in Mr. Lubertozzi's position is shown in his

comment on page 8 which states that "... instead of considering a utility's

expenses in a test year as a basis for its future forecast of utility expense,

the Commission would have to examine each claimed expense over some

number of prior years to reach a determination of allowable expenses." It

is, of course, the exact purpose of this proceeding for the Commission to
I
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determine the relevancy of every penny of the company's claims. The

company would rather have us accept its test year data as filed, without

question, but that is not how regulation works and is not how consumers

are protected.

Mr. Bleiweis, do you have some concluding comments?

Yes. First, I would like to emphasize to the Commission, that my test year

adjustments did not simply take a three-year average of expenditures that

increased each year. That would not be proper ratemaking. Rather, I am

recommending adjustments for several different reasons: (1) extraordinary

occurrences, such as Legal Fees; (2) fluctuations in expense levels up

and down over the three-year period, such as Salaries Charged to Plant-

WSC; (3) consistency in prior year expenses followed by a large increase

in test year expense, such as Temporary Employees-Clerical; (4)

increases well above the rate of inflation not explained by the company,

such as Computer Supplies; and (5) expenditures during the test year

which did not occur during the past two years, such as Water Main

Breaks. From this list, it can certainly be seen that the company's

argument that my recommended adjustments are "arbitrary" is without

merit.

Second, in this proceeding, as well as that for Carolina Water Service, the

company would prefer that the Commission accept the test year as

presented, rather than question its efficacy. However, such a procedure
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would not allow the Commission to properly determine if the company's

proposed rates meet the standard of "known and measurable."

Lastly, the company would have us believe that Commission policy is set

in stone; that it is somehow improper for a party to suggest an alternative

methodology of determining the propriety of a utility's proposed rates.

However, because, water utilities, unlike other utilities, will remain a

monopoly for the foreseeable future, it is especially incumbent upon the

parties to challenge each and every claimed expenditure in order to

determine whether such expenditures are beneficial to customers. In my

opinion, only in this way can the Commission determine if the company's

rates meet the overriding standard of being just and reasonable.

Does this conclude your Surrebuttal Testimony?

Yes, it does.
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